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Whitney Hatch
Assistant Vice President
Regulatory Affairs

December 9, 1994

EX PARTE OR LATE FILED

DOCKET FILE COpy ORIGINAL GTE Service Corporation
1850 M Street, N.W., Suite 1200
Washington, D.C. 20036
202 463-5290

RECEIVED

IIJIC - 9 19M

Mr. WiIIiM'I F. e.ton, Acting s.cr.tary
F...... Comrm.ncatIon. CommIuion
1919 M Street, N.W., Room 222
Washington, D.C. 20554

EX PARTE: CC Docket No.• 94-1 • Price Cap.

Dear Mr. Caton:

The IIttaehed letter.. delvered to the Commiuion todIIy. PIeMe Incorporate this in
the record of the above-captioned proceeding. Let me know If you have any questions.

Sincerely,

VVhitney Hatch

Attachment

No. of Copies rec'd OJ-- (
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Whitney Hatch
Assistant Vice President
Regulatory Affairs

December 9, 1994

MI. Kathle.n M. H. WIIIInW1
Chief, Common C8Irier BurNu
Federal Cornrnt.nc8tIOn Commission
1919 M Street, NW
Washington, DC 20554

EX Parte· PrIce caps • CC Docket No......1

Dear Ms. Wallman:

GTE Service Corporation
1850 M Street, N.W., Suite 1200
Washington, D.C. 20036
202 463·5290

RECEIVED

'1£ - 91994
FEDERAl COMMUNiCATIONS COINSSIOi;

OFtIC:~' -r'qy

During our recent ex pMe m••tIng you requ."d 8dc:IIonaI information about an
automatic adjustment mechanism for the pr1ce cap productivity offset. I hope the
following is responsive.

we propose that a medwiIm be8dopllld to UDn'l8lic8ly adjuIIb price alP productMty
oIIet. A moving 8veragI CIb ~1IIion should be UIId to~ ctwIges in the Iongo-tefm
growtl~ tobII factor productMty (TFP). This wi~ on to oonuners the bInI1I~any
improvements in Iong-tMn producIMty growth - in much the 88'n8 way a compeIItive nwt<et
\WUkJ.

PI_....~CIIoo...... a ...... Oft'wt
Ifa ftxed oIfIet is,.....~:
• The ConmiIIion I"IUIt bIcomI involved on a regU8r basis in an adversariaI proceeding

and expend ooneidIIlIbII rwouroes.

• LECs face the poslMty that short-term productMty gails wi be recaptLnd.

• ThIs uncertainty substBnIaIy reduces the etnciIncy incentives of price cap regutation.

If the oft'Iet is fixed b" a long period:
• There is no medwiIm for J*Iing~ to coramers any LEC producIMty

improvements 0'88IId in response to improved incIntives.

• There is pressure to Kpad" the otrset to a'1ticip8le future producIMty.

AI*MnIItIc Ad)IiIItIsant ..... ProductIvIy 0IIa1t
R...than "',* whet 1UILn producIMty growth may be, tle ConmiIIion 8houId
establish an adaptive~ 1hat woutd meuure ISidi ctwIges in productMty and
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IldjuIt the off8et IlCCOfdi91. This could be done by C8k:11IIIIing the offIet baled on a moving
aver8Q8.

In a camp'""... producINIly~ we p....don to c::awuners wIItI a lag.
For.... r. corI'*'Y...an atIcIIrq-InlPf'CMng 1nncMIIon. th8t ftrm wi beneftt,
relative to others In thelnduRy. VVhen the InduRy adopts the innovation and reduces
aver8Q8 costs. ,...pr......wi puIh plat dcMn. pMIIng the beneIl ofthelnnov8lion
to c::awuners. This,.,...pnau C8n be mmcMd IIIIcIIveIy tvough a suitabIy-designed
movtng aver8Q8 adjI_'MWIt to the price cap producMy o«set.

F.... of.....,. ..........,A4Utswnt
1) The",-'IdIhouId be blINd on the cMawlce belv...., the growth in total factor

producMy (TFP) for thelnduRy 8nd..growth In TFP for the economy • a whole.
This CIIIcuIaIon should be baled on.. rneIhodoIogy U88d by Christensen.

2) The adjustment IhoUd be automatic, Mhout need for a bm8I proceeding by the
Commission. TFP ellntatel could be pnIpa'8d by the 8lnau d Labor Statistics (BLS),
by the Commission stIItf, or by a tli"d p8I1y consuI8nt

3) ProducMy reds commonly cIIpI8y ~-to-yM' V8rt8tion. Some of this
¥Millon is rwlltld to~ In ..2...., tNfII CCUN or.. buIIne8I qde. The
movtng aver8Q81t'iou1d be blIMd on a IlAIIdIN runber of .,.,.. obIefv8lonl to
smooth out Ihort-tIerm......Di1I, 10 ..........*11 C8I*ftI rrit~ in Ile
Iong-Wm trw1d of producMy growth. GTE suggests that a ftve. to seven-year movi1g
average would accomplish tis goal.

4) There should be a sutncient lag in the incorporIltion d each yeer's data into the movilg
average to permit d8ta to be prepared .xl the TFP estimate to be calculated. A lag of
about two years would be practical for this pwpose.

5) The combined eff8ct of the movtng average 8nd the lag should F8pIic&te the time interval
over which a comp8lliJ8 R*ket woUd P8II the benefit or pnxlJctMty gains to
c::awuners. Av..... dIIIII suggesthit new '.lloornn'Iri::IIIi tiIchnok)gy t. been
8dcpted over. period of7 to 20 years (Me Gbwt and Rohlfs, and d8ta~ by
Taylor). The ..."••,. proposed heAt (5-7 yeer movi1g average and two yeer lag)
'MXJId be consistent with the shorter end of this rwtge.

...... of an Alllto....., AdJua,,,,.nt
1) AllaM a Df10I tp*'mbe..........kJJg per1Qd. WIiout 1118 need for rnoR!t

frequent nwieM. Thilin tum willow lECs and oIw'''''~ to bMe their
invesinent deciIioi1I on ,.••0..........10.... corarilg the panm_,. ofb plan.
This wi provide incer Itives which will rnoR!t effectively match thole of a competitive
market.
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2) AIcM"..._ .......,_CXJnC*t1i1ggrowIl
in TFP,~1Ie.-d to"'*' to fer p•••'"poducIotIy incReIeI over tirM. If
poc:tucIYIty doll in'IpRM......rI illPl'Md~,..mcMng ..,.....wi
capture IlOI8 cIwlgeI. EIiminat8lIp8Q dillon and deb.. over this.., n replaces
them wiIh results.

3) Ad 'g..._".rpnp....... TheUDmlllc".rl8nt~aIIow

ttrrna to ,..,RnIIIDIIy bini", • an irIcInINe to inncMIIion, • they'M:)Uld in 8
compea. rY18IMl It would ram ben... rI poc:tucIYIty irnprovemenIa to
oonsumerI at.....,.• compe nwk8t'M:)Uld do.

White Ibelieve USTA iI p.,.,tng mont ...lld popot8111 for such an 8UlOm8IIc .dj..anent
mechanism, Iwould be gI8d to answer 9IlY questions you m9lt have about OU' proposed
framework.

Sincerely,

~ :::::::---
VVhIIney H*h

c: FCC sea.tary
L. BeMn
K. Brit'1knwVl
J. Caserty
J. CoIIharp
D.Grosh
K. Levitz
G. Mal..
R. Welch


